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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  are  reports  on  the  audit  of  the  following 
Comprehensive  Employment  and  Training  Act  subgrants  awarded  to  the 
Board  of  Public  Education: 

76-56048 
76-56049 
These  audits  were  conducted  by  Ernst  and  Ernst,  CPA's,  under  a 
contract  between  the  firm  and  our  office.   The  comments  and  recom- 
mendations contained  in  these  reports  represent  the  views  of  the  firm 
and  not  necessarily  the  Legislative  Auditor. 

The  agency's  responses  to  the  report  recommendations  are  included 
in  the  back  of  this  report. 

Respectfully  submitted, 

Morris  L.  Brusett,  CPA 
Legislative  Auditor 
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TABLE  OF  CONTENTS 

Summary  of  Recommendations 

CETA  Subgrant  Number  76-56048 

CETA  Subgrant  Number  76-56049 

Agency  Replies: 

Governor's  Employment  and  Training  Council 

Office  of  the  Superintendent  of  Public  Instruction 


SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  with  a  notation  as  to  whether  the  agency 
concurs  or  does  not  concur  with  each  recommendation.   This  listing 
serves  as  a  means  of  summarizing  the  recommendations  contained  in  the 
reports  and  the  audited  agency's  replies  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  reply  of  the  Office  of 
the  Superintendent  of  Public  Instruction  (OSPI)  and  the  Governor's 
Employment  and  Training  Council  are  included  in  the  back  of  this  report. 
The  same  recommendations  were  made  in  both  reports,  so  they  will  only  be 
listed  once. 
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Subgrant  Numbers  76-56048  and  76-56049 


That  OSPI  review  its  internal  accounting  procedures, 
improve  its  monitoring  of  sponsoring  agencies,  and 
correct  its  mistakes. 


11  Of  Both  Reports 


Agency  Reply:   Partially  concur.   See  pages  2,  3, 
and  8 . 


That  OSPI  improve  its  cash  budgeting  procedure  in 
order  to  match  more  closely  its  monthly  requests 
for  funds  with  monthly  anticipated  expenditures. 


11  Of  Both  Reports 


Agency  Reply:   Concur.   See  pages  4  and  8. 


That  OSPI  take  the  necessary  steps  to  request  agencies 
to  return  excess  funds  more  promptly. 


12  Of  Both  Reports 


Agency  Reply:   Concur.   See  pages  5  and  8. 


That  the  Great  Falls  Vo  Tech  should  properly  reconcile 
its  costs  with  amounts  controlled  by  the  business 
office  and  that  the  process  of  estimating  costs  be 
eliminated. 


12  Of  Both  Reports 


Agency  Reply:   Concur.   See  pages  5  and  8. 


That  the  Missoula  Tech  Center  improve  its  accounting 
for  accruals. 


13  Of  Both  Reports 


Agency  Reply:   Partially  concur.   See  pages  5  and  8. 


That  the  Missoula  Tech  Center  should  provide  for 
proper  approval  of  invoices  received. 


13  Of  Both  Reports 


Agency  Reply:   Concur.   See  pages  5  and  8. 
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That  the  Missoula  Tech  Center  should  provide  for  proper 
classification  of  costs  in  the  cost  categories  for 
administration,  training,  and  services.  13  Of  Both  Reports 

Agency  Reply:   Concur.   See  pages  5  and  8. 

That  OSPI  adopt  a  plan  for  control  of  all  equipment 

purchased  with  CETA  funds.  18  and  15  Of  The 

Respective  Reports 

Agency  Reply:   Concur.   See  page  6  and  11. 

That  OSPI  improve  its  own  internal  accounting  with 
respect  to  costs  of  agencies  with  which  it  contracts 
for  services  and  to  monitor  such  agencies  much  more 
effectively  in  the  future.  20  and  17  Of  The 


Respective  Reports 


Agency  Reply:   Concur.   See  pages  2,  3,  and  8. 
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AUDIT  REPORT 


CETA  SUBGRANT  NUMBER  76-56048  AWARDED  TO 
BOARD  OF  PUBLIC  EDUCATION 

HELENA,  MONTANA 


SUBGRANT  PERIOD  FROM  JULY  1,  1975  TO  SEPTEMBER  30,  1976 


CONTENTS 

Accountants'  Report  Page  3 

Schedules: 

A  -  Status  of  Federal  Funds  5 

B  -  Statement  of  Accrued  Expenditures  6 

C  -  Accrued  Expenditures  by  Program  Activity  7 

D  -  Summary  Schedule  of  Questionable  Expenditures  8 

E  -  Compliance  and  Internal  Control  9 


Ernst  &Ernst 

2700  Seattle-First  National  Bank  Bldg  •  1001  Fourth  Ave  •  Seattle.  WA  981  54  •  Phono  206/622- 
April  8,  1977 


To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  financial  and  related  program  records  of  the  CETA  Subgrant 
number  76-56048  awarded  to  the  Board  of  Public  Education  (Subgrantee)  for  the 
period  July  1,  1975  to  September  30,  1976,  including  cash  transactions  to  the 
date  of  the  subgrantee 's  amended  final  close  out  at  April  7,  1977.   Such  cash 
transactions  represent  expenditures  incurred  for  discharge  of  cost  accruals 
at  September  30,  1976  or  amounts  due  as  of  that  date  from  certain  agencies  with 
which  the  subgrantee  contracted  for  services.   The  subgrant  agreement  was  for 
$704,704.00  of  which  $662,406.40  was  advanced  to  the  subgrantee.   Costs  of  the 
subgrantee  totaled  $670,196.77. 

Except  as  explained  in  the  following  paragraph,  our  examination  was  made  in 
accordance  with  the  "Standards  for  Audit  of  Governmental  Organizations,  Programs, 
Activities  and  Functions"  issued  by  the  Comptroller  General  of  the  United  States, 
applicable  to  examinations  of  financial  operations  and  reviews  of  compliance 
with  applicable  laws  and  regulations  and  the  CETA  financial  audit  guide  issued 
by  the  U.S.  Department  of  Labor,  and  it  included  tests  of  the  accounting  and 
program  records  and  such  other  auditing  procedures  as  we  considered  necessary 
in  the  circumstances.   Audit  samples  were  drawn  from  costs  of  $545,737.19  which 
relate  to  those  locations  selected  for  audit. 

Based  upon  our  review  of  the  areas  of  compliance  and  internal  control  as  dis- 
cussed in  Schedule  E  included  hereinafter,  we  do  not  believe  that  the  subgrantee 
has  followed  adequate  procedures  in  the  fiscal  management  of  subgrant  funds 
it  has  received  nor  in  the  proper  monitoring  of  sponsoring  agencies  with  which 
it  contracted  for  services.   Accordingly,  we  do  not  believe  that  the  subgrantee 's 
internal  accounting  and  administrative  control  procedures  conform  to  procedures 
prescribed  by  Federal  Regulations  and  the  Department  of  Labor  CETA  guidelines 
with  respect  to  accountability  of  assets  and  costs  and  compliance  with  regula- 
tions.  Additionally,  we  were  unable  to  obtain  sufficient  competent  evidential 
matter  to  satisfy  ourselves  with  respect  to  $239,885.93  of  costs  incurred  by 
the  subgrantee  as  discussed  in  Schedule  E,  because  we  believe  that  a  portion 
or  all  of  such  costs  were  either  arbitrarily  or  erroneously  charged  to  the  CETA 


E&E 
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program.   Further,  we  were  unable  to  audit  costs  of  $46,315.60  incurred  by  the 
subgrantee,  also  discussed  in  Schedule  E,  because  we  were  unable  to  obtain  detail 
of  how  the  costs  were  determined  nor  invoices  or  other  data  to  support  such 
costs.   Schedule  D  included  hereinafter  lists  $286,201.53  of  questioned  costs, 
which  amount  is  the  sum  of  the  two  amounts  indicated  above.   Schedules  A,  B, 
and  C  have  been  prepared  on  the  accrual  basis  of  accounting. 

Because  we  do  not  believe  that  the  subgrantee' s  internal  accounting  and  admini- 
strative control  procedures  are  adequate  and,  as  explained  above,  we  were  unable 
to  satisfy  ourselves  with  respect  to  costs  of  $286,201.53,  we  are  unable  to 
express  an  opinion  on  the  fairness  of  the  financial  information  contained  in 
Schedules  A,  B,  and  C. 

The  determination  as  to  whether  costs  incurred  by  the  subgrantee  under  the 
subgrant  will  be  allowable  or  unallowable  will  be  made  by  the  Department  of 
Labor . 

This  report  is  intended  for  use  in  connection  with  the  administration  of  the 
CETA  subgrant  to  which  it  refers  and  should  not  be  used  for  any  other  purpose. 
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April    8,    1977 


To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  financial  and  related  program  records  of  the  CETA  Subgrant 
number  76-56049  awarded  to  the  Board  of  Public  Education  (Subgrantee)  for  the 
period  July  1,  1975  to  September  30,  1976,  including  transactions  to  the  date 
of  the  subgrantee ' s  amended  final  close  out  at  April  7,  1977.   Such  cash  trans- 
actions represent  expenditures  incurred  for  discharge  of  cost  accruals  at  Sep- 
tember 30,  1976  or  amounts  due  as  of  that  date  from  certain  agencies  with  which 
the  subgrantee  contracted  for  services.   The  subgrant  agreement  was  for  $479,699.00 
all  of  which  was  advanced  to  the  subgrantee.   Costs  of  the  subgrantee  totaled 
$446,407.51. 

Except  as  explained  in  the  following  paragraph,  our  examination  was  made  in 
accordance  with  the  "Standards  for  Audit  of  Governmental  Organizations,  Programs, 
Activities  and  Functions"  issued  by  the  Comptroller  General  of  the  United  States, 
applicable  to  examinations  of  financial  operations  and  reviews  of  compliance 
with  applicable  laws  and  regulations  and  the  CETA  financial  audit  guide  issued 
by  the  U.S.  Department  of  Labor,  and  it  included  tests  of  the  accounting  and 
program  records  and  such  other  auditing  procedures  as  we  considered  necessary 
in  the  circumstances.   Audit  samples  were  drawn  from  costs  of  $290,976.49  which 
relate  to  those  locations  selected  for  audit. 

Based  upon  cur  review  of  the  areas  of  compliance  and  internal  control  as  discussed 

in  Schedule  E  included  hereinafter,  we  do  not  believe  that  the  subgrantee  has 

followed  adequate  procedures  in  the  fiscal  management  of  subgrant  funds  it  has 

received  nor  in  the  proper  monitoring  of  sponsoring  agencies  with  which  it 

contracted  for  services.   Accordingly,  we  do  not  believe  that  the  subgrantee ' s 

internal  accounting  and  administrative  control  procedures  conform  to  procedures 

prescribed  by  Federal  Regulations  and  the  Department  of  Labor  CETA  guidelines 

with  respect  to  accountability  of  assets  and  costs  and  compliance  with  regulations. 

Additionally,  we  were  unable  to  obtain  sufficient  competent  evidential  matter 

to  satisfy  ourselves  with  respect  to  $105,565.74  of  costs  incurred  by  the  subgrantee 

as  discussed  in  Schedule  E,  because  we  believe  that  a  portion  or  all  of  such 

costs  were  either  arbitrarily  or  erroneously  charged  to  the  CETA  program.   Further, 

we  were  unable  to  audit  costs  of  $176.00  incurred  by  the  subgrantee,  also  discussed 


E&E 


Ernst  oc  Ernst 


in  Schedule  E,  because  we  were  unable  to  obtain  details  of  how  the  costs  were 
determined  nor  invoices  or  other  data  to  support  such  costs.   Schedule  D  included 
hereinafter  lists  $105,741.74  of  questioned  costs,  which  amount  is  the  sum  of 
the  two  amounts  indicated  above.   Schedules  A,  B,  and  C  have  been  prepared  on 
the  accrual  basis  of  accounting. 

Because  we  do  not  believe  that  the  subgrantee's  internal  accounting  and  admini- 
strative control  procedures  are  sufficiently  adequate,  as  explained  above,  and 
because  we  were  unable  to  satisfy  ourselves  with  respect  to  costs  of  $105,741.74, 
we  are  unable  to  express  an  opinion  on  the  fairness  of  the  financial  information 
contained  in  Schedules  A,  B,  and  C. 

The  determination  as  to  whether  costs  incurred  by  the  subgrantee  under  the 
subgrant  will  be  allowable  or  unallowable  will  be  made  by  the  Department  of 
Labor . 

This  report  is  intended  for  use  in  connection  with  the  administration  of  the 
CETA  subgrant  to  which  it  refers  and  should  not  be  used  for  any  other  purpose. 
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§"tate  of  iiiontana 

lOfficr  of  £lic  IfnnuTunr 

iiclcua  5ilbLli 


THOMAS  1..  JUDGE 

(iOVKKNOH 


GOVERNOR'S  I-MI'I.OVMI.N  I 
&  TRAINING  CO!  N(  II. 


October  12,  1977 


Legislative  Audit  Committee 

Montana  State  Legislature 

Office  of  the  Legislative  Auditor 

State  Capitol 

Helena,  Montana  59601 

Gentlemen: 

Enclosed  are  the  audit  drafts  and  the  response  for  the  Office  of 
Public  Instruction  CETA  Fiscal  Year  1976  subgrants  76-56048  and  76- 
56049. 

We  consider  the  initial  response  unsatisfactory  and  are  in  the 
process  of  working  with  them  to  ensure  their  second  response  will  meet 
with  the  Committee's  approval. 

Once  we  have  received  that  response,  we  will  forward  to  the  Committee 
for  their  consideration. 

Sincerely, 


BRUCE  H 

Executive  Director 


Enclosure 


n   «  t 


CETA  Au  Jj  I  response 
Subgrnnt  76-56049 
Subsrant  76-56048 


As  illustrated  in  the  audit  report,  at  times  past  operations  were  loosely 
conducted.   This  has  now  been  resolved.   The  Office  of  Public  Instruction  (OPT) 
now  has  a  new  Superintendent  of  Public  Instruction,  setting  new  directions  for 
the  office.   CETA  is  now  under  OPI's  Department:  of  Administrative  Services 
rather  than  the  Department  of  Vocational  and  Occupational  Services,  where  it 
labored  so  long  as  the  unwanted  stepchild.   The  Department  of  Administrative 
Services  came  under  new  management  as  of  April  4,  1977  and  CETA  is  now  a 
priority  project.   The  CETA  Division  has  a  new  manager  and  new  operational 
staff.   CETA  has  recently  taken  new  directions  with  new  systems  developed 
and  new  methods  of  operation. 

For  the  first  time  CETA  has  gaining  control  of  its  operation.   New 
bookkeeping,  inventory,  records,  and  management  systems  are  in  operation. 
Old  methods  which  lead  to  audit  exceptions  have  been  or  are  being  eliminated. 
It  is  anticipated  that  next  year's  audit  will  present  a  completely  different 
picture  of  CETA  operations. 

This  office  has  requested  and  is  eagerly  awaiting  another  meeting  with 
the  auditors  responsible  for  these  reports. 

The  Office  of  Public  Instruction  has  recently  contracted  with  Northwest 
Lab  for  technical  assistance  with  its  recordkeeping  systems.   The  following 
is  a  discussion  on  each  exception  or  suggestion  ;---.'o  in  the  audit  reports. 
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Summary  of  Aud  i  tor  *  ^  Ot^er^tJ£ns_and  ^commenda  tions 
If  OPI  "internal  accounting  and  administrative  control  procedures  are  not 
sufficiently  adequate"  as  state,  ..  Lhe  auditors,  then  this  must  be  true  of  all 
state  agencies.   OPI  utilizes  the  state  standard  budgeting  and  accounting  systems. 
OPI  does  not  concur  with  that  general  statement  and  submits  that  the  auditors 
have  overstated  the  case. 

Errors  in  Monthly  Expenditure_Jeports__aj^Subgrant_Closeout  Report 
OPI  generally  concur  with  the  auditors  report  regarding  these  errors.   However, 
OPI  take  exception  to  the  statement  that  these  differences  were  "unexplained 
differences".   The  audit  report  goes  on  Lo  state  that  they  were  "able  to  reconcile 
costs  reported".   How  was  this  done  if  these  items  remained  unexplained? 

.  In  regard  to  the  February,  March,  May,  July,  and  August  reports,  we  agree 
that  they  were  incomplete.   Several  projects  failed  to  submit  expenditure 
reports  and  therefore,  the  monthly  reports  were  compiled  using  the  best  available 
data.   The  September  closeout  report  was  inaccurate.   For  that  reason  OPI 
submitted  a  revised  closeout  report  in  November  for  $446,407.51.   This  is  the 
figure  that  the  auditors  reconciled  on.  Due  to  the  startup  of  school  and  the 
one  to  two  months  turn-around  time  many  schools  have  with  their  computerized 
systems,  the  September  project  costs  which  were  inaccurate.   GETC's  definition 
of  when  an  accrual  and  when  an  expense  occurs  are  different  from  that  of  many 
schools.   What  one  calls  an  incumberence  the  other  calls  an  accrual. 

The  September  closeout  was  based  upon  the  best  information  available  at 
that  time.   The  revised  closeout  was  compiled  after  more  accurate  information 
was  on  hand. 

OPI  has  taken  steps  to  rectify  the  monthly  reporting  of  expenditures  by 
projects.   Reports  from  projects  now.  break  down  expenditures  by  the  three  CETA 
categories  of  administration,  training,  and  services.   The  old  for:.-;  were  vague 
and  difficult  to  understand.   These  have  been  replaced  by  a  new  reporting  form 
tnat  is  simpler  and  self-explanatory.   The  monthly  expenditure  report  is  on  the 
same  form  as  the  cash  requests  and  both  must  be  filled  out  to  receive  funds. 
These  reports  are  now  closely  monitored  and  requests  are  compared  against 
buagcted  amounts  by  category  as  well  as  by  balance.   In  the  past  the  reports 
w.re  going  from  the  CETA  office  to  the  vocational  education  bookkeeper  who  was 
exercising  arbitrary  decision  power  ova--  requests  foi  cash.   This  resulted  in 
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changes  in  cash  requests  after  approved  for  payment  by  the  CETA  office.   As  a 
result,  it  became  very  difficult,  to  monitor  cash  on  band  in  the  field.   The 
CETA  working  books  were  also  maintained  by  vo-ed.   These  things  no  longer 
happen.   CETA.  keeps  its  own  working  books.   The  unnecessary  step  of  a  vo-ed 
bookkeeper  has  been  done  away  with.   Now  cash  requests  go  directly  to  the 
OPI  accounting  department.   At  least  once  a  month,  the  CETA  working  books  and 
OPI  SABS  system  records  are  reconciled.   Previously  only  monthly  expenditure 
reports  requesting  cash  were  sent  to  the  accounting  office.   This  office  filled 
out  the  monthly  reports.   Now  all  monthly  field  reports  are  utilized.   Tbo  CETA 
office  will  soon  be  filling  out  the  expenditure  reports  and  sending  them  to 
GETC.   The  reporting  date  bas  been  moved  from  the  fifth  working  day  to  the  tenth 
working  day  allowing  more  time  for  reports  to  arrive  from  the  field. 

Another  factor  that  caused  problems  with  last  year's  closeout  report  and 
the  resulting  inconsistency  was  that  FY  76  was  a    changeover  year  for  fiscal 
reporting.   There  was  a  one  time,  three  month  extension  in  the  fiscal  year. 
It  was  not  well  planned  and  created  many  problems.   The  state  remained  on  the 
old  fiscal  year  while  the  Federal  Government  went  to  the  new.   OPl's  computer 
could  not  handle  both  fiscal  years.   As  a  result,  the  additional  months  had  to 
be  hand  posted.   This  problem  still  exists  to  a  lesser  extent.   OPI's  computer 
is  programmed  for  the  state's  fiscal  year  not  the  federal  fiscal  year. 

Monthly  reports  are  now  more  accurate  and  timely  and  OPI  will  be  able  to 
provide  an  accurate  and  timely  closeout  report  for  fiscal  year  1977. 

As  explained  above,  the  internal  reporting  procedures  have  been  revised  and 
improved.   OPI  now  monitors  reports  from  sponsoring  agencies  much  closer,  and 
mistakes  have  been  corrected  to  make  future  report'?;  accurate. 

Comparison  of  Cash  Receipts  with  Cash  Expenditures 
OPT.  concur  with  the  auditor's  suggestion  that  budgeting  procedures  be 
improved  to  match  more  closely  monthly  requests  for  cash  with  anticipated 
expenditures.   OPI  is  presently  implementing  a  new  system  in  order  to  more 
effectively  utilize  funds.   A  chart  will  be  kept  reflecting  the  average  monthly 
expenditures  of.  each  operating  project  so  that  cash  requests  can  be  anticipated. 
In  the  past,  most  projects  operated  with  negative  balances  during  some  months 
and  had  too  much  cash  on  hand  in  other  months.   As  a  result  of  not  getting  money 
on  a  timely  basis  many  programs  would  double  their  orders  in  anticipation 
of  late  arrival.   If  funds  came  in  faster  than  expected  they  would  have  a 
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positive  balance  at  the  cad  of  the  month.   This  is  now  monitored  much  closer. 

K°V;Ver'  CaSh  fl°W  "  stU1  somewhat  of  a  problem  but  DPI  and  GETC  are  jointly 
working  en  resolving  this  situation. 

We  take  exception  to  the  auditor's  statement  that  "OSPI  was  drawing  funds 
too  rapidly  from  the  prime  sponsor  during  some  months".   The  auditors  came  to 
this  conclusion  because  they  considered  cash  on  hand  in  the  field  the  s< 
cash  on  hand  at  OPI.   We  contend  that  once  we  send  cash  to  a  project  that 
constitutes  an  expenditure  since  it  is  no  longer  available  to  us.   If  man  A 
writes  ,an  B  a  check  it  is  an  expenditure  for  man  A  when  the  check  is  written 
not  when  man  B  spends  the  check. 

Also,  most  project's  expenses  are  heavier  during  startup  or  closedown  than 
during  normal  months  of  operation.   CETA  projects  vary  in  length  with  projects 
starting  and  ending  at  different  times.   This  causes  some  month's  expenses  to 
be  much  greater  than  others. 

Cash  Balance  Based  Upon  Final  Revised  Closeout  Report  of  April  7,  1977 
OPI  concur  with  the  auditor's  statement  that  OPI  "was  not  timely  in  7^ 
questing  returns  of  funds  from  sponsoring  agen<  ies/..".   Sponsoring  agencies 
arc  now  monitored  on  a  monthly  basis  for  monies  expended  and  amounts  unexpended. 
On-site  spot  checks  of  project's  books  are  now  being  conducted.   Within  30  days 
of  project  completion  a  letter  is  sent  out  requesting  the  return  of  any  un- 
expended  funds. 

Audlt_of  Ct^lvcyxr^ibv  _Ccrj  ^  j^sor  ing  Afienclct. 

Great  Falls-OPI  concur  with  the  auditor's  suggestion  that  the  vo-tech 
and  the  business  office  reconcile -cost  and  not  estimate  costs.   However,  we 
feel  that  a  limited  amount  of  variance  is  to  be  expected  due  to  turn  around 
time.   The  vo-tech  tried  to  estimate  some  costs  to  more  accurately  reflect 
expenditures  to  date.   The  auditor's  suggestions  have  been  shared  with  the 


vo-tech. 


Missoula— OPI  concur  with  the  recommendation  of  the  auditor  regarding 
feropcr  approval  on. Invoices,  and  reporting  cost  by  category  accurately.   These 

^endacions  have  been  discussed  with  the  vo-tech  and  a  new  project  application 
crm  developed  by  GKTC  will  define  and  label  cost  accurately.   However,  OPI 
that  it  must  clarify  a  point.   Accruals  are  defined  by  the  prime  sponsor 
expenses  due  and  payable  within  the  reporting  month.   The  auditor  speaks 
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of  accruals  as  if  they  became  an  accrual  when  the  item  was  ordered.   This  is 
not  the  case  with  CF.TA.   The  invoice  must  have  been  received  and  the  due  date 
must  have  passed  in  the  reporting  month.   Most  schools  in  Montana  consider 
their  funds  incumbered  when  an  order  goes  out.   In  the  past  incumberences 
were  often  treated  as  accruals..   This  has  been  discussed  with  the  schools 
and  the  new  report  forms  avoid  that  confusing  terra. 

Billings,  Adult  Learning  Center — OPI  concur  with  the  auditor's  statement 
about  the  method  of  expending  CETA  funds.   Although  the  method  is  incorrect 
and  OPI  has  informed  the  Center  that  this  practice  must  stop,  it  must  be  stated 
that  over  the  span  of  the  fiscal  year,  CETA  got  its  fair  service. 

OPI  does  not  handle  student  referrals. 

OPI  takes  strong  exception  to  the  auditor's  exception  to  the  total  amount 
expended  by  CETA  at  the  Billings,  Adult  Learning  Center.   OPI  contends  that  it  is 
beyond  reason  to  take  exception  to  the  total  amount  expended  when  in  the  auditors 
own  words  "the  aggregate  total  of  its  costs  was  reasonably  close  to  the  final 
total  reported".   In  the  pre-audit  review  OPI  raised  the  point  and  the  auditors 
concurred.   Now  it  seems  that  they  have  reversed  themselves.   OPI  concurs  that 
the  method  of  expenditure  was  at  times  incorrect  but,  the  amount  of  services 
provided  CETA  students  equaled  the  amount  of  funds  expended.   Therefore,  their 
total  exception  is  beyond  reason. 

OPI  will  be  conducting  on-site  audits  to  prevent  this  method  of  expenditures 
in  the  future.   Expenditure  reports  will  have  to  reflect  actual  expenditures  for 
the  period. 

OPI  must  take  exception  to  the  auditor's  statement  about  project  -0665.   There 
was  no  such  project  operated  in  FY  76.   In  1975  OPI  operated  such  a  project  and 
has  to  assume  that  this  was  mistakenly  taken  as  a  76  project  by  the  auditors. 

Property  Ac coup ting 
OP;  concurs  with  the  auditor's  statements  rvRardiaj*  CETA  inventory.   No 
inventory  of  CETA  purchased  equipment  has  beer:  maintained  by  this  agency.   The 
local  training  agencies  all  keep  inventories  for  insurance  purposes  and  CETA 
purchased  equipment  can  be  extracted  from  their  list.   The  necessary  ground  work 
has  never  been  laved  to  build  an  inventory  system.   Terminology  must  be  defined 
before  a  system  can  go  into  effect.   Since  the  auditors  report,  OPI  has  been 
and  is  still  in  the  process  of  extracting  inventory  information  from  the  field. 


-6- 


c 
Page  -5- 


GETC  has  stated  that  it  will  be  the      •/  to  compile  and  maintain  inventory 
records.   Therefore,  OPI  has  transferred  its  records  to  CETC.   It  is  anticipated 
that  GETC  will  complete  its  inventory  efforts  early  in  the  coming  fiscal  year. 

.  OPI  lias  developed  a  contract  to  be  used  in  the  coming  fiscal  year  that  will 
require  inventory  reports  and  updates  with  the  closeout  of  each  project.   GETC 
will  conduct  an  on-site  inventory  in  September  or  October  of  this  year.   OPI 
will  be  monitoring  inventory  in  the  field  from  now  on. 

OPI,  like  a! J  other  state  agencies,  utilized  the  state's  SBAS  system. 
Reportedly,  SBAS  is  the  finest  state  accounting  system  in  operation  in  any  of 
the  50  stares.   OPI  feels  that  this  system  provide.,  excellent  internal  control. 
Recently  another  auditing  team  auditing  Vocational  Education,  the  agency  CETA 
fell  under  in  1976,  indicated  that  Montana's  Vo-Ed  was  the  best  accounted  for 
of  all  the  Vo-Ed 's  in  the  region.   OPI  agrees  that  much  improvement  is  needed 
over  the  methods  of  operation  in  1976  and  has  made  many  changes  to  comply  with 
the  auditors  suggestions.   However,  OPI  feels  that  in  some  instances  the  audit 
paints  a  picture  blacker  than  the  situation  called  for.   Often  the  auditors 
would  complain  about  the  lack  of  supporting  documents,  these  documents  were 
found  when  a  closer  look  was  taken. 

OPI  has  taken  the  necessary  steps  to  remedy  the  mistakes  of  the  past. 
The  items  of  concern  listed  in  the  audit  should  not  occur  again. 
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As  stated  in  the  response  to  the  audtt  of  Subgrant  76-56049,  OPI  does  not 
coneur  with  the  auditors  statement  that  the  M\S   system  is  insufficiently 
adequate  as  an  internal  accounting  and  administration  control.   OPI  does  feel 
that  there  is  rooa  for  improvement  and  has  contracted  with  Northwest  Labs  for 
technical  assistance  to  improving  its  use  of  the  system. 

Errors  in  Monthlj^Exgendi ture  Reports  and  in  Subgrant  Closeo ut  Reports 
As  the  language  in  this  section  is  identical  with  that  of  the  corresponding 
section  in  the  audit  of  Subgrant  76-56049,  for  brevity  sake  OPI  concurs  and  takes 
exception  correspondent^  as  it  did  to  this  section  in  that  audit. 

Comparison  of  Cash  Re^ij3t^jwij^_r^£h_j^ 
OPI's  response  to  this  section  is  identical  to  its  response  to  the  corres- 
ponding section  of  the  audit  of  Subgrant  76-56049. 

Cash  Balance  Based  Upon  Final  Revised  Closeout  Report 
See  corresponding  response  on  audit  of  Subgrant  76-56049. 

Audit  of  Costs  Incurred  by  Certain  Sponsoring_Apenr ie s 
Great  Falls  Vo-Tech  Center— See  corresponding  response  to  audit  of 
Subgrant  76-56049.  ■ 

Missoula  Technical  Center— See  corresponding  response  to  audit  of 
Subgrant  76-56049.  ■: 

Billings  Vo-Tech  Center,  Account  -0593— OPI  concurs  that  during  the  month 
of  July  1976  CETA  funds  were  Incorrectly  utilized  to  pay  all  instructional  salaries 
and  that  all  students  who  benefited  from  training  that  month  nay  not  have  all 
been  CETA  students.   This  practice  is  unexce? ruble  and  (be  Vo-feech  has  been 
informed  that  this  method  of  expenditure  will  not  be  allowed  in  the  future. 
However,  OPI  would  like  to  point  out  as  indicated  in  the  first  paragraph  of 
this  section  that  the  vo-tech's  expenses  in  training  CETA  students  was 
"slightly  higher"  'than  the  total  reimbursement  that  agency  received.   Although 
the  method  of  expenditure  was  not  consistent  with  CETA  regulations,  CETA  did^get 
more  than  its  money's  worth  during  the  project  year. 
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OPI  takes  exception  to  the  auditor's  statement  that  the  lease  rental  of 
a  copy  machine  for  the  period  August  1,  1976  through  March  1,  1977  is  "excessive". 
OPI  picks  up  a  portion  of  the  total  rental  cost.   The  service  received  and  the 
cost  saving  effect  of  having  a  machine  of  this  quality  well  justifies  this 
expense. 

OPI  takes  strong  exception  to  the  auditor's  question  of  the  "propriety" 
of  the  total  amount  of  Project  -0593.   By  doing  so  the  auditors  are  inferring 
that  all  the  funds  were  improperly  handled.   This  is  simply  not  the  case.   It 
is  beyond  reason  to  take  exception  to  the  total  expenditure  when  in  their  own 
words  "the  month  of  July  1976"  was  the  expenditure  month  in  question.   July 
represents  only  1/15  of  the  total  months  of  the  project  not  the  total  project. 
Also,  only  a  portion  of  July's  expenditure  are  in  question,  not  the  total. 
In  light  of  this  and  the  fact  that  CETA  received  more  service  than  it  paid  for, 
OPI  strongly  objects  to  the  auditors  arbitrary  exception  to  the  total  project's 
cost.   To  do  so  is  absurd! 

Billings  Vo-Tech  Center,  Account  -0597 — OPI  concurs  that  the  $14,908.00 
administration  expense  reported  by  the  vo-tech  exceeded  the  20%  CETA  guidelines. 
However,  that  amount  varies  less  than  the-  15%  allowable  variance  from  the  $14,665.00 
approved  by  the  Operations  Committee.   Federal  CETA  Regulations  state  that  this 
guideline  can  be  exceeded  in  some  cases  but  that  the  total  CETA  expense  of  the 
various  state  projects  may  not  exceed  a  total  of  20%.   As  the  audit  states, 
many  costs  charged  to  administration  were  correctly  chargeable  to  training. 

Again  OPI.  takes  exception  to  the  auditor's  arbitrary  exception  to  the  total 
project  amount  when  in  reality  only  a  small  portion  of  that  amount  may  have  been 
expended  in  a  somewhat  questionable  manner. 

The  new  application  forms  developed  by  GETC  will  eliminate  the  confusion 
that  had  resulted  in  incorrect  charges  of  costs  to  the  wrong  cost  category. 
Schools  have  traditionally  charged  rent,  heat,  and  etc.  to  administration. 
CETA  considers  these  items  as  training  costs  when  incurred  for  training  space. 
This  incorrect  charging  off  of  expenses  resuLted  in  an  excessive  administration 
expense  being  reflected  on  their  reports.   A  corrected  report  would  show 
administration  cost  below  20%. 

Projects  are  no  longer  allowed  to  charge  CETA  more  than  its  fair  share  of 
the  cost  of  training  for  any  given  period.   This  will  be  enforced  through  on- 
site  reviews. 

Billings,  Adult  Learning  Center — OPI  concurs  that  some  students  were  not 

bona  fide  CETA  students.   No  students  can  now  enter  until  the  Employment  Service 
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certifies  them  as  CETA  eligible.   However,  OPI  takes  strong  exception  to  the 
auditor's  exception  to  the  total  project  cost  when  only  a  fractional  portion 
of  the  total  cost  is  open  to  question.   The  great:  majority  of  expenditures 
ware  totally  in  line.   In  addition,  OPI  has  no  responsibility  for  student 
referral. 

All  State  Individual  Referral  Program — OPI  concurs  with  the  auditor's 
statement  that  "cost  cutoff  is  not  clear".   The  Physician's  Laboratory  Service 
has  had  problems  in  getting  billings  submitted  on  a  timely  basis.   This  school 
has  one  instructor  who  doubles  up  as  the  administrator,  counselor,  bookkeeper 
and  lab  technician.   They  have  never  been  able  to  grasp  a  clear  understanding 
of  all  the  technical  aspects  of  CETA.   As  a  result,  it  is  often  difficult 
to  trace  their  expenditures.   In  1976  this  school  had  no  bookkeeping  ledgers 
at  all,  only  a  large  sack  where  they  kept  all  letters,  student  records,  and 
etc.   This  school,  however,  has  the  highest  average  on  the  national  test  for 
lab  assistants.   It  is  the  only  such  school  in  Montana  and  has  100%  placement 
after  graduation.   OPI  has  informed  the  Physician's  Laboratory  Service  that  all 
classes  from  now  on  will  have  to  be  class-size  groups  and  that  the  hospital's 
accounting  department  will  have  to  keep  records  and  that  the  instructor  can  only 
instruct. 

OPI  contends  that  the  $3,709.70  was  indeed  payed  out  after  September  30, 
1976  but  that  the  services  paid  for  were  incurred  within  fiscal  year  1976  and 
therefore,  were  rightfully  chargeable  to  fiscal  year  1976. 

OPI  concurs  with  the  auditor's  statement  regarding  the  Yellowstone  Auto 
College.   This  operation  did  go  bankrupt  and  there  may  have  been  some  irregularities 
on  the  part  of  the  owner,   whenever  private  schools  are  contracted,  this  possibility 
exists.   However,  often  in  some  areas,  the  only  source  of  training  is  by  proprietary 
school.   OPI  now  makes  more  on-site  visits  and  conducts  pre-audits. 

Carry- in  Projects  From  Prior  Period  Ending  June  30,  1975 

In  the  past  many  things  were  handled  over  the  telephone  with  no  paper  work 
following.   This  no  longer  happens.   All  remodeling  must  now  be  approved  in 
writing.   OPI  followed  up  the  auditor  at  Billings  Vo-Tech  Center  and  were  able 
to  find  the  "invoices  and  other  data"  to  support  their  costs.   Copies  of  this 
material  is  on  file  in  our  office. 
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OPI's  response  to  this  section  is  identical  to  i  t  5;  response  to  the 
corresponding  section  of  the  audit  o£  bubgrant  76-56049. 

OPI  has  redeveloped  its  report  forms,  has  contracted  with  Northwest  Labs 
for  technical  assistance  and  now  performs  on-site  audits  of  its  various  projects, 
The  CETA  working  books  are  reconciled  monthly  with  the  S3AS  records.   Cash 
requests  arc  closely  monitored.   All  audit  information  has  been  fully  discussed 
with  the  various  project  operators.   Those  areas  where  improvement  was  needed 
have  received  a  great  deal  of  attention  since  the  audit  discussion  of  April 
7,  1977.   Corrections  have  been  implemented. 
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